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SUBJECT: JODS Tax Credit/Increase to 25% Of First $10, 000 of VAQES t0 Each

Enpl oyee

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.
X DEPARTMENT POSITION CHANGED TO neutral.
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED May 7, 1997, STILL APPLIES.

OTHER - See comments-below-

SUVMARY OF BILL

Under the Personal Income Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would enact a credit for enployers equal to 25% of the first
$10, 000 of wages paid to each eligible individual who fills a new position. An
“eligible individual” is one who has been receiving welfare benefits, was

unenpl oyed for the 90 days i medi ately precedi ng enpl oynent with the taxpayer,
and is a registrant under the G eater Avenues for |ndependence (GAIN) program or
is arecipient of Aid to Famlies with Dependent Children (AFDC). The credit
woul d not be allowed to exceed $2,500 per enpl oyee per year, or $2,500 in the
aggregate for each enpl oyee.

Additionally, this bill would make changes to the Unenpl oynment | nsurance Code
that will be addressed only as they inpact the Franchise Tax Board (FTB).

SUVMMARY OF AMENDMENT

The May 21, 1997,
department’s analysis of the bill

amendnment s adopt ed nost of the anendnents proposed in the
as anended May 7, 1997. The anmendnments woul d:
fill

require that an eligible individual a new position in order to qualify a

taxpayer for a credit;
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define a new position;

make consistent the certification provisions to clarify that the Enpl oynent
Devel opnment Departnent (EDD), county welfare agency or State Departnent of
Soci al Services (DSS) may certify eligibility for this credit;

make consi stent the use of the term “taxpayer” to descri be who would be
eligible to receive the credit;

require that a taxpayer retain a copy of a certification or revocation and
any records necessary to denobnstrate that a new position was created and
provide these itens to the FTB upon request;

renove unnecessary | anguage that would allow a taxpayer to elect not to claim
the credit;

require that an eligible individual has been receiving welfare benefits and
has been unenpl oyed for the 90 days i nmedi ately precedi ng enpl oynment with the
t axpayer and has been receiving Aid to Famlies with Dependent Children
(AFDC) or is a registrant under the G eater Avenues for |ndependence Act
(GAIN); and

make ot her technical changes.

SPECI FI C FI NDI NGS

Wth the addition of the above amendnents, specific findings in the departnment’s
previ ous anal yses of the bill as introduced February 28, 1997, and as anended
April 7, 1997, and May 7, 1997, still apply.

Pol i cy Consi derati ons

The May 28, 1997, anendnents would resolve a prior policy consideration by

requiring that an eligible individual fill a new position, thereby renoving
the Franchi se Tax Board' s opposition to the bill. However, the follow ng
policy considerations still apply and are reiterated bel ow

The existing federal credit (equal to 35% of qualified wages, to a maxi num
$6, 000 in wages [$2,100 credit]) provides an incentive simlar to the

credit that would be allowed by this bill. A recently proposed expansi on
of the federal credit would provide a 50%credit for the first $10,000 in
wages. |If the federal wage credit is expanded and this bill is enacted,

t he conbi nati on woul d provide a federal/state credit equal to 75% of wages
paid. Since this credit would not be decreased by the anount of the
federal wage credit, it may create an incentive for an enployer to hire
enpl oyees to claimthe credits and term nate them once the maxi num of
federal and state credits has been reached.

The prior state jobs tax credit allowed a maxi num aggregate credit equal to
$600, or twi ce the maxi num al |l owabl e annual credit of $300, over 24 nonths.
This bill would allow a maxi num credit equal to $2,500 in the aggregate,

and $2,500 per year. |If the proposed credit were to mirror the prior
credit, the maxi mum annual all owabl e anount woul d be $1, 250, with a maxi num
aggregat e amount of $2,500, thus ensuring two-year enploynment to maxim ze
the credit benefits.

This bill would allow a credit for wages paid to certain individuals.
However, this credit would not require that enployers retain the enpl oyee
for a certain period of time after the credit is clainmed. Sone wage
credits, such as the enterprise zone credit, provide a “recapture” to
ensure that enployees are retained for a specified period of tine.
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VWhen this credit was first enacted, enterprise zones and ot her economnic
devel opnent areas were not part of state law. Thus taxpayers did not have
the opportunity to take nultiple credits for the sanme expenses. However,
now t hat those credits are available, a taxpayer could claimmultiple
credits for the sane salary expense. The author may w sh to consider

whet her taxpayers should be allowed to claimthis credit in addition to the
ot her wage credits and deductions to which the taxpayer is all owed.

Conflicting tax policies cone into play whenever a credit is provided for
an expense itemfor which preferential treatnment is already allowed in the
form of an expense deduction. This new credit would have the effect of
provi ding a double benefit for the wages expense. On the other hand,

di sal |l owi ng ot herw se all owabl e deductions to elimnate the double benefit
creates a state and federal difference, which is contrary to the state’s
general conformty policy.

| npl enent ati on Consi derati ons

The May 28, 1997, anendnents would require that a taxpayer retain any
certificate or records necessary to denonstrate that a new position was
created and present these itens to the FTB upon request, thereby resolving
the departnment’s prior inplenmentation concern. This credit could now be

i npl emented during the departnent’s annual updates.

Techni cal Consi der ati ons

The May 28, 1997, anendnents resolved all of the technical concerns
identified in the departnent’s analysis of the bill as anended May 7, 1997,
but also created two technical concerns identified below Departnent staff
will continue to work with the author’s office to resolve the | ast

t echni cal concerns.

Unenpl oynent | nsurance Code Section 328 uses the term “applicant” to
descri be an enpl oyer as well as a person who may qualify an enpl oyer for
the credit. Amendnment 1 would clarify that an applicant refers to the
enpl oyer, while an eligible individual refers to the person who has
recei ved wel fare benefits and who qualifies the enployer to receive a
credit.

FI SCAL | MPACT

Tax Revenue Esti mate

This bill is estimated to inpact PIT and B&CT revenue as shown in the
follow ng table. The estimtes assune that new hires prior to 1/1/97 are
not eligible.

Fi scal Year Cash Fl ow
Ef fective 1/1/97
Enact ment Assuned After June 30, 1997
$ MIIlions
1997-8 1998-9 1999-0
($7) ($11) ($12)
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Thi s anal ysis does not consider the possible changes in enploynent,
personal inconme, or gross state product that could result fromthis
nmeasur e.

Tax Revenue Di scussi on

The inpact of this bill would depend on the nunber of enployers who enpl oy
qualified individuals, the amount of qualified wages paid or incurred for
qual i fyi ng enpl oyee and the credit applied against tax liabilities.

This amendnent differs fromthe anended version dated May 7, 1997, by
specifying that individuals hired nust fill a new position created by the
enpl oyer/t axpayer.

This estimate was devel oped in the follow ng steps and takes into

consi deration the newly enacted Federal Welfare Reform Act: First, the
total nunber of individuals who may qualify enployers for the credit was
based on information received fromthe California Departnent of Socia
Services (CDSS). According to CDSS, approxi mtely 846,000 adult

i ndi vidual s recei ved AFDC as of December 1996. Second, this nunber was
reduced by 20% to account for those currently in the workforce (approx.
169,000). O these individuals currently enployed, it was assuned that 10%
woul d change jobs within the year. Thus, approximately 694,000 i ndividual s
could qualify an enployer for the credit. Third, the nunber of AFDC

i ndi vi dual s was reduced 20%to allow for non-enpl oyabl e individual s
(corresponds to the 20% al | owance under current federal |aw for state grant
cal cul ati on purposes), |eaving approximtely 525,000 individuals who could
qualify enployers for the tax credit. Fourth, this nunber was further
reduced by 15% to account for individuals who would be hired by
governnmental and tax-exenpt institutions, |eaving approximately 446, 000

i ndi vi dual s. Fifth, it was assuned that within a two-year period, al
qualified individuals would enter the workforce if only for limted tine
periods. Sixth, it was assunmed that 50% of these individuals would go
through the certification process qualifying the enployer for the credit.
Sevent h, according to the Enpl oynent Devel opnent Departnment, there are
approximately 3.2% net new jobs created annually. For this analysis, this
percent age was doubled to reflect gross new jobs for the target group of
this bill. Finally, the assunption was made that the average generated
credit would be 75% of the maxi mumcredit allowable (.75 x $2,500 =
$1,875). This was based on the reasoning that individuals filling new y-
created positions would on average be nore skilled and apt to remain

enpl oyed, rather than noving fromjob to job. It was assuned that 70% of
generated credits would be applied in any given year, and the unapplied
carryover credits woul d be exhausted over a two year period.

For this analysis, no growh was applied to the nunber of qualifying
i ndi vi dual s because of the newl y-enacted federal welfare reformact, which
limts the length of tine an individual can receive cash benefits.

POSI TI

ON

Pendi ng.
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The Franchi se Tax Board' s prior position was “oppose unl ess anended” to require
that credit be allowed only for newWy created positions. The Board has not
taken a position on the bill as anended May 21, 1997.



Anal yst Colin Stevens
Tel ephone 845- 3036

#

Att orney Doug Branmhal |

FRANCHI SE TAX BOARD S
PROPOSED AMENDMVENTS TO AB 1232
As Amended May 21, 1997
AVENDMENT 1
On page 9, amend lines 10-12 as foll ows:

i ndi vi dual applicant has been receiving welfare benefits and was unenpl oyed for
the 90 days i medi ately precedi ng enpl oynment with the taxpayer, and the

i ndi vi dual appliecant is




